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& e . EXEQUTIVE OFFICE OF THE PRESIDENT
SRR 3 OFFICE OF MANAGEMENT AND BUDGET
3%@#;;4 WASMNATON, D.C. 20603
I b
uCT 29 1996

i

Mr. Robert 1., Meyer

Nivector, louging Revitulization Support Office
Office of the Seeretwry of Defense

1745 Jeflerson Davis Dighway

Suite 105

Arlingion, VA 22202

Dear Mr. Mever:

The reviswd guidelines that the Office of Management und Jludget and the Depurtment of
Defense should use for housing prujects wuthorized by the Housing Revitalization Act (Pubtic
Law | 04-106) ure enclosed, ‘These puideline -splace those in my [etter of September 12, 1990.
I you have any questions, please vall Jubn Schuhart on (202) 395-4735.

Sincerely.

e . S
Phebe N. Vickers

Deputy Assaciate 1irector
Yor National Sceurity
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SCORING OF DoD's HOUSING REVITALIZATION INITIATIVES

et A

The lousing Revitatization Act of 1995 provides the DoD with an array of authoritfey, or =
(ools. that may b used in attracting private capital investment for revitalizing the stock of
military housing. The Act provideys seven broad calegories of 1ools:

« Direct loans

»  Loan guarantecs

o Rental income und occupaney guarantees

+  lLeuses, existing or build to leasc

* Investmentr, Jimited partnerships and stock/bond ovwnership

«  Differential loase payments

«  Conveyance or leasc of existing governmen! property and facilitics.

In many cascs, scoring will determine the types of tools that will be sclected far a
revitalization effort.  Kach privatization agreement that DoD enters into must be “scored™
for budget purposes.

Scoring Defermines Obligations (o be Recurded

“Scoring™ seeks 10 determine the amount of cost and risk associuted with the use of ench
100l that should be recognized und recorded as an obligation of the Depuriment of Delense
at the time & contract is signed.  SulTicient appropriations must be available o cover the
amount obligated for cach contract. The Depurtment, with OMB guidanee, will determine
the wmount of funds to be ubliguted 1o cover future costs that arc assoviated with the use of
the tools pruvided in the Housing Revitalization Act.

DRircet Loang and Lonn Guaranteey

T'wa important financing tools wvuiluble (o 1oL for housing revitalization efforts are direet
loans and Joan guaraniees, Foch provides a government subsidy that must be considered und
aceaunted Tor in making financing decisions, For dircat louns, the government provides
Junds divectly to & private borrower and agrees o absurb a portion of the cost of a default by
the barrower. For loan guarantees, the government makes a binding commiiment 1o absorb
a purtion of the cost of defiuult on credit extended by a private financial ingtitution t u
private borrower. The budget impact of using each of these tools must be cestimated and
suflicient funds obligated w cover the estimated cost 1o the govemment.

The amount of obligations w be recorded for a direet loan or Joan puarantee depends on the
subsidy rate. The rate represents, in nut present value terms, the cost of estimated defaults
and interest rate subsidy, if uny, over the life of the loan or Joan gugrantee. Jor cxample, if
the subsidy mie is 23 percent, obligitions of $10 million would support $40 million of loans
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I'he factors (hat LIRSO and OM will cansider Federul govcrm'ncm participution include,
bul are not limited to, the following:

L]

Value of units conveyed to private developer - .
100 percent of the loan amount guaunteed by the Federal government
100 pervent of the amount of a direct loan by the Federal government

Cash investment and income or nccupancy guurunices

The fuctors that HRSO and OMD will consider private sector participution include, but
are not Jimited . the following:

Ultilitics

Portion of net income generated by the units wtilized to fund construction
cosls

(C'ush

Value of asscts other thun eash (excluding asscts conveyed to private
scctor by the Federal government)

Cash reserves from net income set aside for capital improvements

If DO contracts 10 puy for utilities for more {han one year, the net present value of the
expected payments will be recorded us an ubligation und considered o be government
participation. Contracts for utility payments that arc subject to future appropriations will
not be considered to be government participation. :
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or loan guurantees, Belore funds are obligated for « loan or loun guaranice. appropristiony
sufficient to cover the suhsidy cost ol ch project must be availuble in the Family Iousing
Improvement fund.

Ior both nn-hase nnd off-base revitulization projects, substuntinl private scetor risk Js
accessary to eonform with the provisions of the Fedorwl Credit Reforin Act. Atleast
20 percent of the finuncing for a project must be provided from nen-fedoral sources. -
‘The full wmount of the loan will be recorded ns an obligation if:

. A guarantee exceeds 80 percent of the cost of a project;

. Dircet louny from the Federnl gnvernment cxeeed 80 percent of the cost
. of the pruject;

. The Federnl government's (ofal purticipation (sct Interpretution of

Government and Private Sector Participation on the last page of the
guidelines) excceds 40 percont of the cont uf a project; or
. There is not, for on-base projects, substantial private sector risk,

Without substant)al private sector sk, the full amonnt of the loan or guarantee will
he rveorded axan obligation. ‘Iis is expeciatly crities) for on-base prujccts, piven the
inhicrently gavernmiental nature of any construction and federal use of projocts built
on federnl Jand,

Diftercntial puyments, income or occupancy suanmitees and leansx pravide, or seek to
kuarantee. an income stream (o a housing provider, se of thesc authorities will be scorcd
“uplront”, with the entire net present value of the lease or commitment recorded as an
ubligation af the time u contract is finulived. :

luyestmentx

The Department may ucyuire part ownership of u corporation or limited partnurhip through
the purchase of stocks, bondy, or ather types of equity. Usc of these authoritics will he
scored “upfront™, cqual (v the cash jnvestment.

entiv
The Department may convey properly in exchange for housing or an cquity investment in

4 corporation or limited partnership, ‘Ihere will be no scoring umpact §/ there Is 1o cash
income or expenditure, '

OMB will work willy the Housing Revitaliation Suppart Office (HRSQ), prior (o issuunce
of u Request For Propasal (REP) and prior 1o final contruct award, 1o review and

Ty
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approvc/umend the LIRSO's scoring determinations for cach propused project, If the
parameters of u project remain consistent from the RI'P development suge through final
contract uward, OMU does not anficipate making significunt chunges after scoring
detonminations ure made during the RFT devclopment stage. licms to be revicwed include,
hut are not limited to:

. percentage of gavemment and private sector purticipation; )

’ if a project quatifies for credit reform scoring;

. credit reform subsicly estimates: and

. tatal abligationx to be recorded ot time ol contract signing.

OMU will review HRSO scoring determinations us quickly ns possiblc, cspecially during the
perind immediately preceding final eontruct award.

Scoving Summury

TOOLS SCORING IMPACT
LOANS
Direct Lunus
First Moriguges Obligutions will be recorded cqual to the

estimated amount of the eredit subsidy, The
credit subsidy represents the net present
value ofi 1) the difference betsveen the
interest ratc on the loun und the interest rate
on LS. Treusury scourities of comparuble
maturity (o the loan term, plus 2) the
extimated cost of default, net of recoveries.

Sccond Mortgapes Louns that subordinate the povernment’s
poaition ure scorcd like fiest mortgages,
Howuver, the credit subsidy ratc may be
higher because the government is not the
[irst creditor to be paid in case of defaylt,

Soft Second Mor(guges Loans without a fixed repayment schedule
* Wil be xeored us grants, or equal (v 100% of
(he loan. -
L.oan Guaranteex Obligutiona will be recorded equal (o (he

extimated omount of the eredit subsidy. ‘Ihe
oredit subsidy represents the net presem
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DilTerentis! Payments

Income or Occupnncy Gunrantecx

Lenses

INVESTMENTS

Investinent in I'roﬁtmnn-prom
coiparations, Limited I'artaerxhip,
stock ct l,

Conveyance of I'roperty

Land for Housing Swap

..P.1as14

value of (he voar of estimated defaultx, net of
recoveries. Guaranicus of Puderally 1ux.
excapt honds will be recorded equal to j00
porcent of the umount of the guarantee,

-
~— v
- -

Obligutions will be recarded equal o the
cxtimated net presunt value of the

diffeccatial payment streum, ovur the term of
the contract.

Obligations will be recorded cqual o the
estimuted tict prescent valuc of the total rental
payments being guaranteed over the torm of

he jeasc.

Obligations will be recorded equal 1o the net
prescat value of lease payments over the
term of the fcase.

Obligutions will be recorded cqual to (e
total cash investment,

Conveyunce of pruperty has no dircet
scoring impact. Proceeds from Jund
conveyanco are subjeet to appropriation
befare obligution.

Conveyance uf property in cxchange for
housing of equal vuluc has no dircel scoring
impact. Any cash proceeds roxulting from a
land conveyunce ars subject 10 appropriation
before obligation.
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